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CHAPTER 1 

INTRODUCTION 

Our reviews of disaster relief programs started with a 
review of disasters In Callfornla, Texas, and Puerto Rico. 
Tropical Storm Agnes generated substantial congressional 
interest and we combined the results of our earlier review 
with the reviews of Tropical Storm Agnes and the Rapid 
City, South Dakota, flood (See apps I and II.) 

The Subcommittee on Investigation and Review, House 
Committee on Public Works, 1s studying the dlsastealef 
programs of various Federal agencies and requested that we 
obtain lnformatlon It could use The Senate Committee on 
Banking, Housing and Urban Affairs held hearings on pro- 
posed disaster relief leglslatlon In June 1973, and the 
Senate CommIttee on Public Works planned to hold hearings 
In September 1973 

We are sending this report to the Subcommittee for use 
In Its studies and to the Senate Committees for use, In 
conslderlng disaster relief legislation The report 1s also 
being sent to the Senate and House Committees on Government 
Operations for their lnformatlon. 

Our reviews were directed toward evaluating the admln- 
lstratlon of disaster relief programs for aiding lndlvlduals, 
businesses, and State and local governments during the re- 
covery period Included In our reviews were programs to 
(1) provide loans to lndlvlduals and businesses, (2) pro- 
vide temporary housing to victims whose homes were not 
habitable after the disaster, (3) reimburse State and local 
government costs for repairing public facllltles, and (4) 
finance disaster-related urban renewal proJects. 
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CHAPTER 2 

MORE UNIFORMITY MAY BE NEEDED 

IN FEDERAL DISASTER ASSISTANCE PROGRAMS 

DIFFERENCES IN LOAN LAW 

Because of leglslatlve differences between Small 
Business Admlnlstratlon (SBA) and Farmers Home Admlnlstratlon 
(FHA) disaster loan programs (see app. III), vlctlms sustaln- 
Ing slmllar damages from the same disaster received different 
amounts of assistance depending on whether they applied to 
SBA or FHA. 

The following differences between SBA and FIIA disaster 
loan programs were due to enactment of Public Law 92-385 on 
August 16, 1972 

--FHA could refinance existing mortgages If credit was 
not avallable at reasonable rates, but SBA could re- 
finance exlstlng mortgages without regard to the 
avallablllty of credit elsewhere. 

--FHA reflnanclng assistance for farm and nonfarm prop- 
erty owners could not exceed the amount of physical 
loss SBA reflnanclng assistance was slmllarly llmlted 
for business concerns but not for homeowners, who were 
eligible for reflnanclng In excess of the loss sus- 
tanned 

-- If a borrower misused SBA loan funds, he would be 
clvllly liable for one and a half times the amount of 
the loan. FHA had no such penalty. 

-- ,The Secretary of Agriculture could defer prlnclpal 
and/or Interest payment for the first 3 years of the 
term of any loan The SBA Admlnlstrator could sus- 
pend prlnclpal and interest payment for up to 5 years 
If the borrower was a homeowner or small businessman 
and If the Admlnlstrator determlned severe flnanclal 
hardship exlsted He could also suspend prlnclpal 
payments for the life of a borrower who was retired, 
disabled, or 1.n slmllar hardship circumstances If the 
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borrower relied on survlvo1, dlsablllty, or retirement 
benefits. 

--FHA could make emergency housing loans but not loans 
for personal property losses to vlctlms who lived In 
rural areas and who were not farmers. SBA could make 
loans to such vlctlms for both real and personal 
property losses. Some disaster vlctlms applied to 
FHA for loans to finance real property losses and to 
SBA for loans to finance personal property losses. 
Obviously, this practice lnconvenlences the borrower 
and unnecessarily Increases the admlnlstratlve work- 
load of the Federal Government. Also, FHA and ,C3A 
experienced problems In preventing vlctlms borrowing 
from both of them from obtalnlng loan forgiveness 
from both In excess of the maxlmum allowed. (This 
difference had also existed under Public Law 91-606.) 

--SBA loan applicants who suffered losses from disasters 
between January 1 and July 1, 1971, were eligible for 
loans at 3-percent interest and forgiveness for the 
first $2,500 of their loans. FHA loan applicants who 
suffered losses from the same disasters were ellglble 
for loans at about 5-percent interest and forgiveness 
of $2,500 of their loans after the first $500. For 
example, an applicant could obtain a $2,600 loan from 
SBA and repay only $100 at 3-percent Interest, whereas 
an FHA borrower obtalnlng the same size loan would be 
required to repay $500 at about 5 percent. 

--FM loan applicants who suffered losses from disasters 
between June 30 and December 31, 1971, were ellglble 
for forgiveness of the greater amount of (1) 50 per- 
cent of the loan prlnclpal, not to exceed $5,000, or 
(2) the percent that would be forglven of an SBA loan 
of the same size. SBA applicants were ellglble only 
for loan forgiveness not to exceed $2,500. 

Public Law 92-385 automatically expired June 30, 1973, 
and SBA and FHA disaster loan programs are currently operating 
under Public Law 91-606, enacted December 31, 1970, except for 
a few provlslons authorized by Public Law 93-24, enacted 
April 20, 1973 Under these laws, FHA 1s authorized to make 
loans to eligible disaster vlctlms (farmers, ranchers, and 
oyster planters) only if the vlctlms cannot obtain sufflclent 



credit at reasonable rates elsewhere. SBA, however, 1s 
authorized to make loans to ellglble vlctlms (homeowners, 
property owners, and business concerns) without regard to 
the avallablllty of credit elsewhere. 

DIFFERENCES IN ADMINISTRATIVE 
TREATMENT OF DISASTER VICTIPIIS 

Because SBA and FHA interpreted retroactive provlslons 
of the Disaster Relief Act of 1970 (Public Law 91-606) dlf- 
ferently, loans with different interest rates and forgiveness 
provlslons were made to vlctlms of disasters occurrlng 
between April 1 and December 31, 1970, depending on whether 
SBA or FHA made the loans. 

The Disaster Relief Act of 1969 (Public Law 91-79) 
authorized loans at an Interest rate not to exceed 3 percent 
and forgiveness of up to $1,800 of the loan prlnclpal in ex- 
cess of $500. The Disaster Relief Act of 1970, enacted 
December 31, 1970, provided that interest rates on all loans 
would be the cost of certain U.S. Treasury obllgatlons re- 
duced by not more than 2 percent but not to exceed 6 percent. 
Sections 231 and 232 of the act, which were retroactive to 
April 1, 1970, allowed forgiveness of up to $2,500 of the 
loan prlnclpal in excess of $500. 

SBA allowed all borrowers who suffered from disasters 
between April 1 and December 31, 1970, the choice of obtaln- 
lng a loan under either the 1969 or the 1970 act. An SBA 
borrower could obtain a loan with an Interest rate of 3 per- 
cent and up to $1,800 forgiveness or a loan with an Interest 
rate of about 5 percent and forgiveness of up to $2,500. 

FHA, on the other hand, provided the most favorable bene- 
fits of each act to all borrowers whose loans were approved 
between April 1 and December 31, 1970. Thus, the FHA borrower 
received a loan at 3-percent interest and forgiveness of up to 
$2,500. 

Furthermore, SBA used the date the disaster occurred In 
determlnlng whether to apply the retroactive provlslons of 
the act, whereas FHA used the date the loan was approved 

Neither SBA's nor FHA's actlons were improper. We be- 
lleve, however, for equitable treatment of disaster vlctlms 
both agencies should have been consistent In their 
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interpretations. Although we brought this matter to the 
attention of SBA and FHA offlclals In 1972, the agencies In 
1973 agaln dlffered in the assistance provided to certain 
disaster vlctlms, as discussed below, 

The SBA Admlnlstrator and the Secretary of Agriculture 
are authorized to declare areas eligible for disaster as- 
sistance when the extent of damage does not warrant a 
Presldentlal declaration. Many vlctlms have received as- 
slstance under such agency declarations. 

Following Tropical Storm Agnes In June 1972, Public 
Law 92- 385 was enacted on Augusta6, 1972, which provided 
for forgiveness of the first $5,000 of SBA and FHA disaster 
loans and a l-percent interest rate. The $5,000 forgive- 
ness and the consequent Federal Interest rate subsidy of 
4 to 5 percent for each vlctlm assisted made SBA and FHA 
disaster loan programs much more costly than they had been 
before Agnes. 

As a result, on December 27, 1972, the Secretary of 
Agriculture advised FHA that no more loan appllcatlons would 
be accepted for any areas he had previously declared eligible 
for disaster assistance. This prevented thousands of vlctlms 
from recelvlng any flnanclal assistance even though FHA had 
expressly instructed many of them before December 27 to ap- 
ply for assistance after that date. 

As noted in Senate report 93-85, the Department of 
Agriculture estimated as of January 31, 1973, that 140,000 
appllcatlons totaling $700 mllllon would be submltted by 
vlctlms in counties which the Secretary had designated pre- 
vlously as disaster areas or which had requested such deslgna- 
tlon, If the Department elected to accept such appllcatlons. 

From December 27, 1972, to April 20, 1973, the Secretary 
of Agriculture did not declare any areas ellglble for disaster 
assistance, although several hundred counties had requests for 
such declarations pendlng at FHA. Also, FHA did not make any 
loans to vlctlms In areas the President declared eligible for 
disaster assistance during this period. SBA, however, was 
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maklng loans for l-percent Interest and $5,000 forgiveness 
to ellglble vlctlms ’ 

Because of FHA’s curtallment of disaster loans, Public 
La14 93-24 Itas enacted, ellmlnatlng forgiveness and lncreas- 
lng the interest rate on SBA and FHA loans to 5 percent 
The leglslatlon also included a retroactive provlslon which 
allorted \lctlrns of disaster areas so designated by the Sec- 
retar) betrieen January 1 and December 27, 1972, who had been 
denied flnanclal assistance because of the curtallment of 
the FH?, program to apply for loans with $5,000 forgiveness 
and l-percent interest If such appllcatlons rrere submltted 
within 18 days of leglslatlon enactment. 

After enactment of Public Law 93-24, the Secretary of 
Agriculture declared about 400 counties, Ivhlch had sustalned 
disaster damages but had not been so designated because of 
the FH-1 curtallment, eligible for disaster assistance Be- 
cause these counties were not declared ellglble until then, 
many disaster vlctlms received FHA loans at 5-percent Inter- 
est and no forgiveness when, under the leglslatlon In effect 
at the time of the disasters, they could have received loans 
l,lth $5,000 forgiveness and l-percent Interest. Also, vlc- 
tins of the same disaster received different benefits depend- 
lng on r;hether they were eligible for FHA or SBA assistance 
For example, for vlctlms of the Fllsslsslppl and Mlssourl 
River floods In early 1973, SBA made loans at l-percent in- 
terest and $5,000 forgiveness, whereas FHA made loans at 
S-percent interest and no forgiveness. 

POTEKTIXL DIFFEREhCE IU 
FUhDI\G HIGH1:AY REPAIRS 

The Federal Hlghl”ay Admlnlstratlon (FHWA) assists In fl- 
nancing repairs to dlsas ter-damaged highways and bridges which 

‘Because of congressional concern over the Inequity of this 
practice, SBA, on April 10, 1973, agreed to accept loan ap- 
placations from farmers and other residents of rural areas 
for danages sustalned to homes and personal property as a 
result of disasters In areas the President declared ellglble 
after December 27, 1972. SEA, however, could not provide 
any assistance for damages to farm bulldIngs, related struc- 
tures, and equipment or for crop losses sustalned by farmers 
In such disasters 
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are part of the Federal-aid system. The Offlce of Emergency 
Preparedness, under the Disaster Relief Act of 1970, pro- 
vided such assistance for local roads and bridges. Effec- 
tive July 1, 1973, the Office's responslblllties for managing 
and coordlnatlng Federal disaster assistance and related sup- 
port and field staff were transferred to the then-created 
Federal Disaster Assistance Admlnlstration (FDAA) In the De- 
partment of Houslng and Urban Development (HUD). 

FHWA can authorize reimbursement of 100 percent of the 
approved prolect cost when in the public interest. FHWA of- 
flclals told us on August 1, 1973, that FHWA's practice over 
the past 3 years has been to reimburse 100 percent of 'he 
approved prolect cost. FDAA also reimburses 100 percent of 
the approved prolect cost for repairs to local roads and 
bridges. 

The proposed Disaster Preparedness and Assistance Act 
of 1973 (S. 1840) would provide for 75-percent reimbursement 
by FDAA on nonsystem roads. Thus, a difference between FHWA 
and FDAA in funding repairs to disaster-damaged roads could 
arise. 

DIFFERENCES IN ADMINISTERING 
DISASTER RELIEF FOR REPAIR OF PUBLIC FACILITIES 

Differences existed in the tlmellness and degree of as- 
sistance FDAA, FHWA, and the Department of Health, Education, 
and Welfare (HEW) provided for repairing disaster-damaged 
public facllltles because the administrative policies and 
practices of these agencies varied. 

Federal aid to education legislation (20 U.S.C. 646 and 
241-l) authorizes HEW to assist In the repair of disaster- 
damaged elementary and secondary schools. FDAA, under au- 
thority of the Disaster Relief Act of 1970, provides such 
assistance for lnstltutlons of higher learning. 

Advances of funds 

Both FDAA and HEW advance funds, FHWA does not. 

State and local offlclals in Arizona and California com- 
mented on the need for the Federal Government to provide 
immediate advances of funds. They stated that the lack of 
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a ready source of funds for lmmedlate repalrs essential to 
preserve life and property causes undue hardship for many 
communltles. At the least, It means temporary dlverslon of 
a community’s budgeted funds to finance disaster recovery 
efforts. 

When an appllcatlon 1s approved, FDAA advances up to 75 
percent of approved project costs and HEW advances 75 percent 
of the assistance provided for repairing or replacing equlp- 
ment, materials, supplies, textbooks, etc., and for minor 
repairs to damaged facilities. For permanent replacement of 
destroyed facllltles, HEW advances about 10 percent of pro]- 
ect costs when the appllcatlon 1s approved and an addltlonal 
50 percent when the contract 1s awarded. FHWA, however, au- 
thorlzes only progress payments for completed work. 

FHWA informed us on August 1, 1973, that It has the 
leglslatlve authority to advance funds and will do so If 
needed. 

Ellglblllty of payroll benefits 

Fringe payroll benefits--such as social security, retlre- 
ment, and Insurance- - of State and local government employees 
directly involved In disaster recovery work are not relmburs- 
able under FDAA policy. FHWA and HEW, however, recognize such 
fringe benefits as ellglble costs. 

Appllcablllty of current codes, 
speclflcatlons, and standards 

HEW, FHWA, and FDAA differ In adhering to current codes, 
speclflcations, and standards In repairing dlsas ter-damaged 
public facllltles s 

HEW legislation specifies that assistance may not exceed 
the cost of construction to restore or replace school faclll- 
ties destroyed or damaged as a result of a disaster but does 
not specify how current codes, speclflcatlons and standards 
are to be applied In provldlng assistance to rebuild a high 
school destroyed by the 1971 California earthquake, HEW limited 
assistance to the cost of the mlnlmum school facility needed to 
replace the destroyed school Al though HEW cons ldered current 
safety and health construction standards, It did not consider 
current space standards which require more square feet of space 
per pupil than was required when the school was built 
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Section 252(a) of the Disaster Relief Act of 1970 
provides that Federal financing of repairs of public fac111- 
ties by FDAA shall not exceed 100 percent of the net cost 
of repairing 

If* * * any such fac111ty on the basis of the de- 
sign of such fac111ty as 1t existed 1rnmed1ately 
prior to such disaster and 1n conformity with ap- 
plicable codes, speclflcat1ons, and standards." 

House report 91-1524 on the act states that the Federal con- 
tr1but1on for repairing public fac111t1es should be based on 
building to current standards rather than on merely replacing 
space or fixtures. 

According to the report, lf a 4OO-pup11 school con- 
structed In 1950 was designed under then-existing criteria 
to provide a certain number of square feet of space per 
student, the Federal contrlbut1on would properly pay for 
space on the basis of current standards. 

Regarding authorlzatlons for repairs of roads and bridges 
State disaster offlclals told us FHWA 1s more 11kely to ac- 
cept current codes and speclflcatlons than 1s FDAA. For ex- 
ample, Pennsylvania Department of Transportation officials 
told us that FHWA and FDAA differed 1n financing the repair 
of 530 bridges damaged by Tropical Storm Agnes. About 400 
bridges were 1n the State and local road system and 130 were 
in the Federal-aid system. 

These officials explained that 1n Flay 1972 the State 
issued new guldellnes to local officials for designing roads 
and bridges which were not part of the State highway system. 
The standards 1n the gu1dellnes were slgnlflcantly higher 
than previous standards and higher than those suggested by 
the American Assoclat1on of State Highway Officials. 

FDAA, 1n authorlzlng repair and reconstruction of the 
400 bridges, imposed width standards which, according to 
Pennsylvania offlclals, were the same as those of the Amerl- 
can Assoclatlon of State Highway Offlclals In contrast, 
FHWA, according to State offlclals, agreed to use State 
standards for the bridges 1n the Federal-aid system FHWA 
offlclals told us that the State standards were higher than 
those 1n the guldellnes for local roads and bridges 
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FDlM Informed us that It did not consider the new 
guldellnes for local roads and bridges because, although 
Issued on ‘lav 16, 1972, they were not effective until 
Julv l-- a ldeek after the disaster 

Authorlzatlons of road repalrs 

Communltles must awalt FHWA approval of appllcatlons to 
repalr Federal-aid system roads before they can begln perma- 
nent repaIrs) otherwise they ~111 not be reimbursed for such 
wo rh E DAA S how eve r , authorizes permanent repairs of local 
roads to begln upon completion of damage-assessment surveys 
and assures communltles that ellglble repair costs ~111 be 
relmburs ed FHWA delays may cause higher repair costs be- 
cause oi additional damage to the roads while awaiting 
permanent repair 

We noted several places In Los Angeles where permanent 
repairs to Federal-aid system roads damaged by the February 
1971 earthquake had not begun as of February 1973 FDAA- 
funded permanent repairs to damaged local streets were begun 
in mid-1971 and were expected to be completed by April 1973. 

A Los Angeles offlclal informed us that FHWA had au- 
thorized only temporary repalrs at several locations on 
Federal-aid system roads. We noted several locations where 
local roads adJacent to or lntersectlng Federal-aid system 
roads had been permanently repalred, whereas the Federal-aid 
system roads had not been repaired or had been only temporar- 
11y repalred 

The Los Angeles official attributed FHWA delays In au- 
thorlzlng permanent repairs to (1) lack of FHWA personnel 
authorized to make declslons at the local level, (2) strln- 
gent and detalled plans and speclflcatlons required by FHWA, 
and (3) approval of appllcatlons at the Washington, D C., 
level 

FHlu4 informed us on August 1, 1973, that it had changed 
Its procedures on February 28, 1973, and that project appll- 
cations are now approved In the reglonal offices rather than 
In \\ashlngton 
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MATTERS FOR CONSIDERATION OF 
CONGRESSIONAL COMMITTEES 

During their hearings on disaster relief leglslatlon, 
congressional committees may wish to consider the deslrablllty 
of provldlng for unlformlty between SBA and FHA disaster 
loan programs and for more permanance and stablllty In leg- 
lslatlve benefits to insure more consistent and equitable 
treatment of disaster vlctlms. 

Also, they may wish to consider whether the problems 
dlscussed above could be alleviated if the responslbllltles 
now assigned to FDAA, FHWA, and HEW were assigned to one 
agency. Senate bill 1840 provides for assigning to one 
agency (which the admlnlstratlon has indicated will be FDAA) 
the responslblllty for assistance for disaster-damaged public 
facilities, with one exception. It does not affect FHWA's 
authority to repair disaster-damaged roads and bridges in 
the Federal-aid highway system. Conslderatlon could be given 
to asslgnlng the responslblllty for assistance for all 
disaster-damaged roads and bridges to either FDAA or FHWA. 

Further, the committees may wish to consider whether 
congressional Intent regarding the appllcablllty of local 
codes, specifications, and standards needs to be clarified. 
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CHAPTER 3 

NEED FOR IMPROVED COORDINATION OF 

FEDERAL DISASTER ASSISTANCE PROGRAMS 

Although the Office of Emergency Preparedness was 
responsible for coordinating overall Federal disaster relief, 
there was little coordination of several programs involving 
large Federal expenditures Limited coordination precluded 
any assurance that applicants were not receiving flnancral 
assistance from each program for the same losses. During 
discussions with disaster victims and agency officials, we 
noted that the lack of coordlnatlon resulted in confusion, 
indecision, and potential unnecessary costs for victims and 
agencies 

FUNDING OF REPAIRS BY SBA, 
HUD, AND THE CORPS OF ENGINEERS 

Section 208(a) of the Disaster Relief Act of 1970 re- 
quires the Offlce of Emergency Preparedness to insure that 
no person receives financial assistance for a loss for which 
he has received assistance under another program. (These 
responsibilities are now assigned to FDAA See pp. 6 and 7 ) 

Federal funds totaling $438 million were provided under 
three programs for victims of Tropical Storm Agnes in the 
Wyoming Valley area of Pennsylvania The three programs 
provided significant funds for repairs to damaged homes 
For example, about 28,000 SBA loans totaling about $252 mll- 
lion were approved for repairing and/or replacing nonbusiness 
personal and real property losses'. About half such loan 
amounts were forgiven The victims also received $8 6 mll- 
lion under the mini-repair program administered by HUD and 
the Corps of Engineers and $14 1 million under HUD's Interim 
Assistance Program In addition, the State is required to 
provide $7 million as its share of the costs under the In- 
terim Assistance Program 

'SBA statistics do not distinguish between loans for non- 
business personal property losses and nonbusiness real 
property losses 
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The mini-repair program, initiated by FDAA following 
Agnes, provides for minimum basic repairs to make a house 
habitable and thus alleviate the demand for temporary housing 
In Wyoming Valley, 2,779 homes were repaired under this pro- 
gram at an average cost of $3,092 Much of the mini-repalr 
work, such as shown below, conslsted of permanent repairs and 
should have been coordinated with SBA to prevent duplicate 
funding. 

--Repair of all plumbing and replacement of fixtures. 

--Repalr of electrical systems and replacement of fix- 
tures. 

--Repair of heating systems and replacement of furnaces. 

--Repalr of hot water systems and replacement of hot 
water heaters 

--Repair or replacement of lnsulatlon. 

The Interim Assistance Program 1s a cost-sharing pro- 
gram which provides for emergency repairs to homes, repalrs 
to streets, sidewalks, and other public facllltles, demoll- 
tlon of unsafe structures, etc HUD funds two-thirds of the 
prolect costs and the State funds one-third. Local redevelop- 
ment authorities, sublect to HUD approval, are responsable 
for planning and implementing speclflc proJects Most of 
the Interim Assistance Program funds were spent for emergency 
repalrs to homes--removing plaster, wallboard, Insulation, 
and floor covering, repairing and/or replacing doors, win- 
dows, roofs, sidings and electrical, plumbing, and heating 
systems, and repaIrIng other items necessary to make the 
homes habitable 

Federal efforts to coordinate the SBA loan, mini-repair, 
and Interim Assistance programs have been limited. The Corps 
informed SBA of the repalrs made in each houslng unit under 
the mlnl-repair program. SBA, however, in attempting to 
avoid duplicate fundlng of repairs, used incomplete work 
scopes and cost estimates. Because of the resultant problems, 
SBA soon dlscontlnued Its efforts No effort was made to 
avoid duplicate funding of repalrs under the Interim Asslst- 
ante Program 
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CONFLICT BETWEEN HUD URBAN RENEWAL 
PROJECTS AND SBA DISASTER LOANS 

HUD reserved $530 mllllon for disaster-related urban 
renewal projects because of Tropical Storm Agnes and the 
RapId City flood HUD funds 75 percent of the cost of pro- 
Jects for clearing and redeveloping disaster-stricken communl- 
ties) and the communltles fund 25 percent HUD told us that 
Pennsylvania 1s paying the required local share with proceeds 
from State bonds Issued for that purpose. 

Because the Federal Government falled to coordinate 
more lntenslve, shorter duration emergency programs with 
long-term recovery programs, a conflict developed between 
SBA’s disaster loan program and HUD’s urban renewal program. 

The SBA disaster loan program 1s a quick-starting pro- 
gram, implemented lmmedlately after a disaster and emphaslz- 
lng prompt processing of appllcatlons and disbursement of 
funds The urban renewal program starts slower and lasts 
longer 

Because of the time needed to plan disaster-related 
urban renewal proJects, such plans are flnallzed long after 
substantial amounts of SBA funds have been disbursed to vlc- 
tlms for rehabilitating their homes and businesses Cons e- 
quently, many propertles scheduled for acqulsltlon and dem- 
olltlon under urban renewal had already been repaired when 
tentative urban renewal plans for Wyoming Valley were pub- 
llclzed 

HUD Informed us on August 3, 1973, that it was aware 
of the problem and that lt would mlnlmlze acqulsltlon of 
repaired properties Final plans for the Wyoming Valley 
urban renewal proJects should be approved shortly Not until 
the local redevelopment authorities responsible for lmple- 
mentlng the prolects acquire the properties will the extent 
to which repaired properties are being acquired for demoll- 
tlon be known. 

Acqulrlng repalred propertles for subsequent demolltlon 
would result In unnecessary costs to the Federal Government 
and sometimes to the property owners, depending on the policy 
followed In establishing acqulsltlon prices (See app IV ) 
HUD offlclals told us on August 3, 1973, that the extra costs 
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to the Government may be Justified in the light of subsequent 
benefits to the community once redevelopment IS completed. 

The various coordlnatlon problems noted during our re- 
views indicate a need for FDAA to more effectively monitor 
Federal programs FDAA told us on July 31, 1973, that It 1s 
developing new procedures for collecting and analyzing data 
on assistance provided to disaster vlctlms. Efforts to date 
include field testing a prototype management lnformatlon 
system for reglstratlon and counseling, temporary housing, 
and home, personal, and business loans This system should 
improve FDAA’s capablllty to effectively monitor key ele- 
ments of Federal disaster recovery programs and should reduce 
the chances of provldlng duplicate benefits to vlctlms 
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CHAPTER 4 

ADMINISTRATION OF 

DISASTER-RELATED URBAN RENEWAL 

PAYMENT OF PREFLOOD VALUE FOR 
URBAN RENEWAL PROJECTS IN 
PENNSYLVANIA 

HUD has reserved $400 million for disaster-related urban 
renewal proJects in Pennsylvania and has decided to allow 
local redevelopment authorities to pay preflood value for 
flood-damaged properties acquired for these prolects. In our 
opinion, the urban renewal projects are not flood control 
proJects, a prerequisite under State law for the proJects to 
be eligible for payment of preflood value before Septem- 
ber 27, 1973 On that date, Pennsylvania’s eminent domain 
code was amended to eliminate the flood control prolect test 
for the payment of preflood value for real property acquired 
through condemnation. This amendment was made applicable to 
properties damaged by floods of September 1971 and June 1972 
While we cannot oblect as a legal matter, we do question 
whether the Federal Government should fund the payment of 
preflood value for property acquired for urban renewal pro]- 
ects 

HUD’s policy is to follow State laws, speclflcally 
State emrnent domain codes, when establishing fair market 
value for property to be acquired for urban renewal prolects. 
Victims have always received postflood value for properties 
acquired for disaster-related urban renewal prolects. Penn- 
sylvania’s eminent domain code, however, provided for paying 
preflood value for properties acquired through condemnation 
for the constructron of any flood control prolect. 

Obviously, the key question HUD had to answer to be able 
to pay preflood value was What is a flood control project3 
In response to HUD’s query, Pennsylvania’s attorney general, 
in his opinion of August 28, 1972 (also cited as Attorney 
General’s Opinion No. 145, 2 Pa - B 1711, Sept. 8, 1972), 
defined a flood control project as follows 

“It should be emphasized, firstly, that the 
project may be designated an ‘open-space’ pro]- 
ect, an urban renewal proJect, a State urban 



redevelopment proJect, etc. The source of fund- 
lng and the name of the program under which such 
funding takes place 1s not determlnatlve of 
whether the prolect 1s or IS not ‘;~n connection 
with any flood control pro] ect. ’ 

“The term ‘flood control proJect,l secondly, 1s 
not defined by the Act and 1-t must be concluded, 
therefore, that the Legislature used that term 
to mean any prolect that could be so described 
by the appropriate flood control experts--e.g , 
Army Corps of Engineers, Pennsylvanxa Department 
of Envlronmental Resources--as a prolect which, 
In addltlon to other reasons for Its lmplementa- 
tion, serves a purpose of flood control. 

9Jhlle many examples of land needed for flood 
control come to mlnd- -e.g., land taken In con- 
nection with damming a river to reduce the risk 
of future flooding, or land needed to serve as 
a natural barrier for future floods ,--the decl- 
soon In each case must come from the experts 
Involved !’ (Underscorlng supplied.) * 

On the basis of prellmlnary plans, predicated on paying 
preflood value, HUD reserved $187 7 mllllon for prolects in 
16 munlclpalltles of Wyoming Valley. We reviewed prellmlnary 
plans for three proJects in Wilkes-Barre and one In Kingston 
accounting for $122 mllllon of the Wyoming Valley proJects. 

Prellmlnary plans for the four projects show that exten- 
slvely damaged and destroyed homes and commerclalllndustrlal 
bulldlngs will be cleared and slmllar bulldlngs constructed, 
generally on the same sites. For example, local authorltles 
intend to purchase destroyed or structurally unsound homes at 
preflood value and resell the cleared sites to the previous 
owners or others for rebulldlng Much of the property to be 
acquired for urban renewal consists of lndlvldual homesites 
scattered throughout the project areas. 

In the oplnlon of flood control experts of the Corps of 
Engineers, a flood control project slgnlflcantly 

--reduces the danger o-f flooding by such means as chan- 
neling the river bed or constructing a dike system, 
dam, or reservoir or 
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--mlnlmlzes the effects of future flooding by relocat- 
ing bulldIngs from a flood-prone area to an area not 
sub]ect to flooding. For example0 the Rapid City 
urban renewal prolect 1s deslgned to relocate bulld- 
lngs from the flood-prone area and to convert the 
flood plain to a public outdoor park. 

The four urban renewal projects in Wilkes-Barre and 
Klngston are not designed to slgnlflcantly reduce the danger 
or effects of future flooding. 

The HUD General Counsel forwarded a posltlon paper to us 
on September 25, 1973, a copy of which 1s Included as appen- 
dlx V. In general, HUD offlclals believe that Pennsylvanla 
law and the State Attorney General’s lnterpretatlon thereof 
were quite broad. They further believe that HUD’s acceptance 
as authorltatlve, in the absence of Judlclal precedent, of 
the State Attorney General’s determlnatlon of the deflnltlon 
of “flood control pro] ect” under a particular PennsylvanIa 
statute was reasonable and supportable legally 

In our oplnlon, flood control seeks to prevent large 
quantltles of water from entering dwellings, businesses, and/ 
or croplands. To merely provide new bulldings in the same 
locations after the floodwaters have receded 1s not consonant 
with this IntentIon. Therefore, we took the posltlon that the 
four prolects proposed for Wilkes-Barre and Klngston were not 
flood control prolects wlthln any reasonable rnterpretatlon 
of the Pennsylvanla statutes, the common sense deflnltlon of 
the term, or the common law. 

On September 27, 19 73, PennsylvanIa’s eminent domain 
code was amended to ellmlnate the flood control prolect test 
for the payment of preflood value for real property acquired 
through condemnat ion This amendment was made applicable to 
properties damaged by floods of September 1971 and June 1972. 

In view of the amendment to the Pennsylvanla law we can- 
not object as a legal matter to HUD allowlng local redevelop- 
ment authorltles to pay preflood value for flood damaged 
homes acquired for federally financed urban renewal prolects. 
However, as a policy matter, we questlon whether the Federal 
Government should fund the payment of preflood value for 
property acquired for urban renewal proJects. 
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We question whether a State should be permltted to use 
urban renewal funds to augment funds normally available from 
other Federal programs to provide assistance to indlvldual 
disaster victims. In this connectlon, other disaster victims 
In the Pennsylvania proJect areas whose homes or businesses 
were damaged but whose properties were not acqurred for 
urban renewal will not receive preflood value for their prop- 
erties and will have to finance repairs with an SBA loan. 
Also, it appears that payment of preflood value for property 
acquired through condemnation in Pennsylvania could be 
extended to other programs financed substantially with Fed- 
eral funds, such as highways. 

Victims in other States whose properties are acquired 
for disaster-related urban renewal prolects do not receive 
preflood value. In view of Pennsylvania’s action in amendlng 
its eminent domain code so that preflood value payments were 
applicable to properties damaged in earlier floods, it is 
possible that other States may amend their laws to similarly 
allow payment of preflood value for real property acquired 
for federally financed disaster-related urban renewal pro] - 
ects. 

RELOCATION BENLFITS BASED ON LOSS 
RATHER THAN ON INCREASED COST TO RELOCATE 

We noted a somewhat different problem with the dlsaster- 
related urban renewal prolects in States other than Pennsyl- 
vania involving HUD’s payment of relocation benefits to vlc- 
tims. 

The Uniform Relocation Assistance and Real Property 
Acquisition Policies Act of 1970 (42 U.S.C. 4621) established 
a uniform policy for the fair and equitable treatment of per- 
sons displaced by Federal programs. In addition to fair mar- 
ket value for his property, a displaced property owner may be 
eligible for a relocation payment of up to $15,000. 

The acquisition payment and the relocation payment of up 
to $15,000 are designed to pay 

--the reasonable cost of comparable replacement prop- 
erty p 

--any increased interest costs for financing the 
replacement property, and 
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--reasonable expenses f-or evidence of title, recording 
fees, and closing costs. 

Clearly, the act was intended to preclude burdening dls- 
placed property owners with the Increased costs of relocating 
their residences or businesses. For disaster-related urban 
renewal projects, however, the Federal Government may absorb 
additional costs HUD offlclals advised us that, In comput- 
lng relocation payments for disaster-related pro] ects, they 
Include the vlctlms’ losses 

As the following example shows, relocation benefits bear 
little or no relatlonshlp to the Increased costs of reloca- 
tlon 

Assume the following A home valued at $30,000 was a 
total loss The lot valued at @13,000 was acquired by 
local authorltles for urban renewal at $3,900, and com- 
parable housing and lot were acquired by the homeowner 
for $33,000 (Including closing costs) at the same or 
lower rate of Interest as the prior mortgage. 

Cost of comparable dwelling and lot $33,000 
Less proceeds from sale of lot 3,900 

$30,000 

Because the difference 1s greater than !‘SlS,OOO, tne 
vlctlm IS ellglble for the maximum relocation benefit of 
$15 O3r! although he did not incur any addItIona cost In , 
relocating 

The relocation payments slgnlflcantly reduce, and In 
some cases eliminate, the disaster losses sustalned by VIC- 
tlms whose propertles are acquired for urban renewal HUD’s 
practice favors those vlctlms affected by urban renewal over 
those who have suffered slmllar losses but who, because they 
are not affected by urban renewal, must bear a greater share 
of their losses- -as shown In the following example The 
same assumptions used In our previous example apply here 
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Cost to rebuild home 
Cost for new homesite 

Less HUD payment for site 
Less relocation benefit 

Actual loss 

Property 
acquired 

for urban 
renewal 

$ 3,000 
15,000 18,000 

$15,000 

MATTERS FOR CONSIDERATION OF 
CONGRESSIONAL COMMITTEES 

During their hearings on disaster relief 

Property 
not acquired 

for urban 
renewal 

$30,000 

30,000 

$30,000 

leg] slation, 
the committees may wish to discuss with HUD the ppllcy of 
following State laws to establish fair market value which 
resulted In allowing local redevelopment authorltles to pay 
preflood value for flood-damaged propertles acqulxed In Penn- 
sylvania for federally financed urban renewal pro] ects . 

Also, the committees may wish to consxder whether relo- 
cation payments for disaster-related proJects should include 
the vlctlms t losses 
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APPENDIX I 

DISASTERS AND FEDERAL PROGRAMS 

INCLUDED IN GAO REVIEWS 

We evaluated Federal programs provldlng assistance to 
victims of 

--Hurricane Celia in Texas in August 1970. 
--Floods In Puerto Rico In October 1970. 
--Earthquake in California an February 1971. 
--Flood in Rapid City, South Dakota, In June 1972. 
--Tropical Storm Agnes in Pennsylvania in June 1972. 

Minor review work was also done on disaster assistance 
provided to vlctlms of 

--Hurricane Camille in Mlsslsslppl in August 1969. 
--Tornado in Mlsslsslppl In August 1969. 
--Hurricane Fern in Texas in September 1971. 
--Floods in Oregon in January 1972. 
--Floods In Washington in June 1972. 
--Floods in Arizona in October 1972. 

We evaluated 

--Disaster loans made by SBA and FHA to persons suffering 
home and personal property losses and to farmers 
suffering operating losses. 

--Temporary housing assistance provided to vlctlms by 
HUD. 

--Disaster-related urban renewal assistance provided by 
HUD. 

--Assistance provided by the Office of Emergency Pre- 
paredness for repairing or replacing disaster-damaged 
public facllltles. (See pp. 6 and 7 ) 

--Coordlnatlon and planning by the Federal agencies in- 
volved In disaster relief 
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ACTIVITIES OF FEDERAL AGENCIES IN 

DISASTER ASSISTANCE 

FDAA provides grants to the public and private sectors to 
restore such facllltles as roads, schools, hospitals, 
and utllltles. It 1s also responsible for coordlnat- 
lng overall Federal disaster relief. 

Department of Agriculture 

Food and Nutrltlon Service dlstrlbutes food and free 
food stamps. 

Agricultural Staballzatlon and Conservation Service 
provides grants for farmers to restore damaged acreage 
and for emergency livestock feed. 

FHA provides disaster loans to farmers, ranchers, and 
oyster planters suffering productlon and/or physical 
losses. 

Sol1 Conservation Service provides grants and technical 
assistance for planning and carrying out flood preven- 
tion pro7 ects, rehabllltatlng damaged agricultural lands 
and water resources, and related problems. 

Forest Service protects National forests from fire, 
Insects, disease, and sol1 eroslon. 

Extension Service provides technical advice and ass15 t- 
ante to rural residents on cleanup of damaged property, 
sanitary precautions, insect control, and use of cheml- 
cal pes tlcldes. 

Appalachian Regional Commlsslon provides grants in the Ap- 
palachian area for local planning, housing site devel- 
opment, and subsurface restablllzatlon for mines. 

Department of Commerce 

Economic Development Admlnlstratlon assists in recon- 
structlng public facllltles needed to lnltlate and 
encourage long-term economic growth, provides low- 
Interest, long-term loans to help businesses expand 
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or establish plants in redevelopment areas, and assists 
in solving problems of economic growth through feaslbll- 
lty s tudles, management and operational assistance, and 
other s tudles . 

National Oceanic and Atmospheric Admlnlstratlon provides 
flnanclal assistance to restore commercial flsherles and 
to help the commercial fishing industry upgrade fishing 
vessels and gear, and thus contributes to more efflclent 
and profltable fishing operations. 

Department of Defense 

Department of the Army provides emergency health, sanl- 
tatlon, and safety resources, search and rescue opera- 
tions, space on mllltary bases for temporary housing, 
air transportation and communlcatlons support, and loan 
of mllltary equipment, such as bridging. It coordinates 
all Department of Defense military support requirements 
through the numbered Army Commands. 

Department of the Air Force provides personnel and 
material resources, primarily aircraft, in response 
to requests for military assistance. 

Department of the Navy provides personnel and material 
resources in response to requests for mllltary assist- 
ante. 

Corps of Engineers assesses damages, surveys needs for 
emergency work under the Disaster Relief Act of 1970, 
and conducts such operations as debris removal, flood 
control, repalrlng or restoring public facllltles, and 
constructing mobile homesites. 

National Guard Bureau provides Federal funds to National 
Guard units engaged in disaster relief functions during 
their 2 weeks of tralnlng. 

Defense C1vl1 Preparedness Agency provides communlca- 
tions, emergency power, space, and equipment for dlrectlng 
and controlling emergency operations and loans emergency 
water supply equipment to assist in overcoming severe 
water shortages. 
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National Communlcatlons System works with Federal, State, 
local, and private agencies to establish the emergency 
communlcatlons needed by Federal agencies in disaster 
areas D 

Envlronmental Protection Agency assasts in restoring utlllty 
services. 

Federal Power Commlsslon analyzes problems w1 th interstate 
transmission lines, natural gas pipelines, and other 
facilities under its Jurlsdlctlon. 

General Services Admlnlstratlon provides offlce space, facl- 
lxties, and communlcatlons for Federal agencies asslst- 
lng dlsas ter areas. 

HEW 

Office of Education provides grants for repairing and 
reconstructing damaged elementary and secondary school 
facilities. 

Food and Drug Admlnlstratlon helps Federal, State, and 
local health agencies to establish public health con- 
trols through decontamlnatlon or condemnation of food 
and drugs. 

Public Health Service helps to mlnlmlze health hazards 
In disaster areas and provides emergency medical stocks 
and Federal doctors when required. 

HUD provides temporary housing and arranges with local, 
State, and Federal agencies for this houslng. It also 
assists In flnanclng the clearance, redevelopment, and 
rehabllltatlon of disaster-stricken communltles through 
its urban renewal and Interim Assistance programs. 

Department of the Interior 

Bureau of Mines provides technical assistance in lnspect- 
lng areas for mine subsidence caused by a disaster. 

Defense Electric Power Admlnlstratlon gives utlllty com- 
panies technlcal advlce and assistance on restoring 
electric power facilltles. 
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Interstate Commerce Commlsslon helps to expedite the 
movement of essential supplies in disaster areas. 

Department of Labor works with State employment services to 
provide disaster unemployment assistance. 

Offlce of Economic Opportunity assists low-income families 
and mlnorlty groups In obtaining disaster assistance 
and meeting emergency needs. 

SBA provides disaster loans to persons suffering home and 
personal property losses and to businesses suffering 
losses. 

Department of Transportation 

U.S. Coast Guard provides communlcatlons and helicopter 
support and conducts search and rescue operations. 

FHWA assists in flnanclng repair and reconstruction of 
roads and bridges which are part of the Federal-aid 
sys tern. 

Department of the Treasury: 

Internal Revenue Service advises lndlvldual disaster 
vlctlms about getting tax relief, filing tax loss claims, 
and substantlatlng their losses. 

Veterans Admlnlstratlon defers payments on home loans and 
insurance. 
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SIGNIFICANT DIFFERENCES IN BENEFITS 

AVAILABLE TO VICTIMS OF DISASlERS 

OCCURRING DURING FISCAL YEARS 1970-73 

Federal assistance to victims of disasters occurring 
during fiscal years 1970-73 was governed by one or more of 
the following Public Laws 

--91-79, October 1969 (Disaster Relief Act of 1969). 

--91-606, December 1970 (Disaster Relief Act of 1970) 

--92-385, August 1972. (These amendments to the 1970 
act expired on June 30, 1973 ) 

--93-24, April 1973 

Enactment of the Public Laws below resulted in significant 
differences in benefits available to disaster vlctlms 

Forgiveness (SBA and FHA loans) 

--91-79--Up to $1,800 of loan prlnclpal in excess of $500 
--91-606--Up to $2,500 of loan principal in excess of $500 
--92-385--First $5,000 of loan principal 
--93-24--No forgiveness 

Interest rate (SBA and FHA loans) 

--91-79--Treasury interest rate for those who could 
obtain credit elsewhere, not to exceed 3-percent In- 
terest rate for others 

--91-606--Treasury interest rate reduced by up to 2 per- 
cent but not to exceed 6 percent. 

--92-385--l-percent interest rate. 

--93-24--Interest rate not to exceed 5 percent 

Mortgage reflnanclng (SBA and FHA loans) 

--91-79 and 91-606--Allowable to amount of loss 
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--9'2-385--Complete reflnanclng allowable for SBA home 
loans. 

--93-24--No change. However, because of explratlon of 
Public Law 92-385 on June 30, 1973, reflnanclng 1s 
currently allowable up to the amount of loss. 

Avallablllty of credit elsewhere (SBA and FHA loans) 

--91-79--Provided for making loans without regard to 
avallablllty of credit elsewhere except that interest , 
rate was higher if credit was available. 

--91-606 and 92-385--Provided for making loans wlthout 
regard to avallablllty of credit elsewhere. 

--93-24--Provided for making FHA loans only when vlctlms 
were unable to obtain sufficient credit elsewhere at 
reasonable rates and terms. 

Temporary housing 

--91-79--Houslng rent based on vlctlm's ablllty to pay, 
waiver of payments allowable for up to 12 months. 

--91-606--Up to 12 months' free rent to each victim wlth- 
out regard to his ablllty to pay 

--92-385 and 93-24--No change. 
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EXAMPLES OF UNNECESSARY COSTS INCURRED WHEN 

REPAIRED PROPERTIES ARE ACQUIRED FOR 

DEMOLITION IN URBAN RENEWAL 

Price based on fair market value at acqulsltlon 

Repaired property Nonrepalred property 

Value before damage 
Value of damage 

Value after damage 

Repairs to property--SBA loan 

Property value at acqulsltlon by urban 
renewal 

Unnecessary costs incurred by urban 
renewal prolect 

Each vlctlm has sustalned a $10,000 loss 
his property must repay $10,000 to SBA 

$20,000 $20,000 
10,000 10,000 

10,000 10,000 

10,000 

$20,000 $10,000 

$10.000 $ - 

The victim recelvlng $20,000 for 

Price based on fair market value before damage 

Repaired property Nonrepalred property 

Value before damage $20,000 $20,000 
Value of damage 10,000 10,000 

Value after damage 10,000 10,000 

Repairs to property--SBA loan 10,000 

Property acquired at preflood value 20,000 20,000 

The vlctlm who has repaired his home must repay $10,000 to SBA and, consequently, 
has incurred unnecessary costs, but the other vlctxm has not Incurred such costs 

To simplify these lllustratlons we ignore the $5,000 forgiveness, assuming that the 
total loan was for $lS,OOO*-$10,000 for real property and $5,000 for personal prop- 
erty--and that the personal property losses absorbed the forgiveness amount 

In both lllustratlons, SBA incurs costs on the unnecessary loan because of a 4- to 
S-percent interest rate Federal subsidy. 
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THE GENERAL COUNSEL OF HOUSING AND URBAN DEVELOPMENT 

WASHINGTON, D C 20410 

SEP 25 1973 

Paul G. Demblxng, Esq 
General Counsel 
U.S. General Accounting Office 
Washington, D. C. 20548 

Dear Mr. Dembllng: 

In response to your letter of August 22, I am subrmttlng for your 
conslderatlon our posltlon paper on the payment of pre-flood values 
for real property acquired In connection hnth urban renewal proJects 
to be carried out In areas of the State of PennsylvanIa whxh were 
damaged by flooding caused by Hurrxane Agnes. 

I appreciate your glvxng me the opportunity to comment on thxs matter 
and ml1 be happy to discuss It further with you at your convenience. 

SIncerely, 

/B /gg?4; <$l&f 

/ti 
/I James L. Mitchell 

i 
L Enclosure 
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APPFNDIX V 

P NT OF PEW= YLVARIA DISAS!i?ER c%s 

I, 

II. 

III. 

Flood Related Urban Renewal Projects--State of Pennsylvania 

A number of the citieer and tgwnships in the State of Pennsylvania 
have initiated pro@ma of urban renewal for are&s damaged by 
flooding resulting from Hurricane Agnerr. Applications for 
Federal financial assistance in conrwction with this effort have 
been filed with and approved by HUD pursuant to Ti.tle I of the 
IW8i.n~ Act of 1949, BB amended, P.L. 81-171, 63 Stat, 413> 
U.S.C. 1450 et a@¶. bCd BCtititie8 80 auaieted will include 
th@ aCqu$$ition Of certain flood damaged pr0pertie8, 

decided that gnreh acguieitisn $a to be accomplished 
pursuant to Pennsylvania law and that compensation for property 
acquired $8 t0 be determined under principles of State law. This 
decision PollowpJ established practic@ and is based upon 
consideration flowing fr0m the F’ederkl Urban Renewal Lew, basic 
conflict of law principle8 Up and the Uniform F&location Assistance 
and -al Property &qtis$t$ora P0liciee Act g. Furthermore, IifID 
has determined that it will look to authoritative State 80urce~ 
for interpretation8 of the contrelllng State law. Such sources 
are judicial opinisns and, in the abrence thereof, opinions of 
the State Attormy General 2/. 

Application of State Law to Project8 

'Ihe Pennsylvania Eminent &nain God@ of June 22, 1964, 88 amended, 
October 19> ~67, P.L. 40 (26 P.S, s 1-602) in relevant part 
prOvfde8: 

"In case of the condemnation of property in connection with any 
flood contr01 project which property $8 damaged by flood, the 
damage resulting therefrom &all be excluded in detemining fair market 
value of the condemnee's entire prqerty interest therein immediately 
s the condemnation; provided such damage bars occurred within 
three years of the date of taking and during the swnerehip of the 
property by the csndemnee. The damage resulting from floods tabe 
excluded shall include only phy8ieal damage of property for which 
the condemnee hae not received any compensation or reimbursement." 
(emphasis added). 

In order to interpret the applicability of this provislon of State 
law to urban renewal projeete in the Hurricane &ws damaged areas 
of Pennsylvania, we first attempted to determine if any judicial 
precedent c0uld be found indicating a definition of the term "flood 
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control project" as used in the portion of the Pennsylvania Eminent 
Domain Code quoted above* We found that no such precedent existed 

tmetmt wsls a recent 0 which has not yet been tested 
in any State court; Accordingly, we looked to an opinion of the 
highest law officer of the State. That opinion was provided in two 
documents--a letter opinion of the State Attorney General dated 
Augwt 28, 1972 (cited as Attorney General'8 Opinion No. 145, 2 Pa, 
B 17l.l of p/8/72) and a letter of September 7, 1972 to RWD from 
Governor Shapp of Pennsylvania, which was approved by the State 
AttorneyGeneral, In relevant part, the opinion was as follows: 

"The term 'flood eoatrol project,* e . . is not defined by the Act 
and it must be concluded, therefore, that the Legislature used that 
term to mean any project that could be so described by the appropriate 
flood control experts . . . e.g. Army Corps of Engineers, Pennsylvania 
Department of Environmental Resources e . 0 as a project which, In 
addition to other reasons for its im lemeatation, 
of flood control." (Opinion No. 145 . P 

serves a purpose 

"A flood control project is any urban renewal, open space and/or 
public work in which, in the opinion of appropriate flood control 
experts, a significant portion of the funds expended contribute to 
reduction in the danger of flooding or mudslides, and, in the event 
flooding occurs, a substantial reduction in the water level and/or 
damaging effect of such flooding or mudslides. A project which in 
substantial part, is designed to relocate structures, highways and 
roads and other public and privateimprovemeuts from a flood prone 
area, or an area damaged by flooding, to an area not subject to 
floods, is a flood control project. A project which involves 
buildings or other improvements, even in substantial extent, is not 
precluded tirn being a flood control project if the project is 
designed in significant part to reduce or eliminate flooding or the 
effect of flooding or mudslides when they occur." (aov. Shapp's 
letter). 

This opinion was accepted by HUD as authoritative. 

IV. The Issue Raised by GAO 

GAO contends that HUD has interpreted the State law and the State 
Attorney General's opinion to permit designation as a "flood control 
project" of an urban renewal project solely on the basis that the 
project will eliminate the effect of past flooding. GAO further 
contends that projects of this type are not "flood co&ml projectsfi 
under the Pennsylvania law. In this connection, we are advised 
that the GAO position appears to be based upon its review of four 
renewal projects proposed in Hurricane Agnes damaged areas of the 
State of Pennsylvania. These are the South Wilkes-Barre, Downtown 
Wilkes-Barre, Iron Triangle (Wilkes-Barre) and Kingston Projects. 
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APPENDIX V 

We believe that there can be no real question that aompensation 
for real property acquired for these dfsaster related &ban 
renewal project8 is to be determined in accordance with principles 
of stste law. We further believe that HUD's acceptance a8 
authoritative, in the absence of judicial precedent, of the State 
Attorney &meralts detemination of the definition of "flood 
contml project" under a particular Pennsylvania statute wae reasonab' 
and supportable legally. We think that the real. issue here Is 
whether the rule of State law protided by the State Attorney 
General was reasonably applied to four urban renewal projects. 
We believe it was proper for EWD to allow pagmnent of pre-flood values 
for flood damaged properties in these four project are- and 
that such projects were properly designated as "flood control 
projects" under State law. 



APPENDIX V 

1. Title I of the Housing Act of 1949 contemplates a contractual, 
rather than a regulatory, basis for the Federal Governmentrs 
dealing with localities in regard to urban renewal and does no 
more than specify the terms aud conditions upon which Federal 
financial assistance contracts for urban renewal projects will 
be entered into. Since the basis for the Federal Government- 
locality relationship in regard to urban renewal is contractual, 
it is also appmnt that the controlling law is the law of the 
situs of the contract. The general choice-of-law rule with 
respect to the nature, validity, obligation and interpretation 
of contracts is that the lex loci contractus (law of the place 
of makim) will Bovern. Cox v. U.S. 91 U.S. 172 t1832): Milliken 

- - -  Y- 

V* P.&k<'125 km. 374 (m8); %&uld be not& ih&t in 
Griffin v. BMroach, 313 U,S. 498 (1941) and Klaxon CO. V. 
Stenor Electric,313 U.S. 487 (l*l), Erie Ekllroad Co. V. I'bmpkins, 
34 U.S. 64 (1938) was extended by requiring a Federal court, under 
diversity jurisdiction, to apply State rules of choice of law. 
Pennsylvanians choice of law rule in contracts is to apply the law 
of the phce of contracting and performance. CA S er Realty Co. 
v. Sherrill-Boonan, Inc., 261 1. 28 269 (31x1 cir. 1959 . "----=hbte also 
that recently, Pennsylvania courts edopted an "interest analysis" 
in conflicts cases and will apply the law of the State which has 
the greatest interest in both tort and contract cases. De Angelis 
v. Scott, 337 F. Supp, 1021 (W.D. Pa. 1972). 

2. Pursuant to Section 305 of this Act (P.L. 91-646, 84 Stat. 1894, 
42 W&C. 4&l), RUD caanot apprave any program or project of 
urban renewal involving the acquisition of real property unless it 
receives satisfactory assurances from the acquiring authority 
that: 

"(1) in acquiring real property it will be guided to the greatest 
extent practicable under State law, by the land acquisition policies 
in Section 31 and the provisions of Section 302 . e . .n (emphasis 
added). 

i Section 301 of this Act provides in relevant part as follows: 

"(3) Before the initiation of negotiations for real property, the 
head of the Federal Agency concerned shall establish an wunt 
which he believes to be just compensation therefor and shall make 
a prompt offer to acquire the property for the full amount so 
established. In no event shall such amount be less than the 
Agency's approved appraisal of the fair market value of the real 
property . . . ." (emphasis &ded). 
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APPENDIX V 

3. 

our interpretatioa err these requirement8 of the Uniform Act ie 
that in the cothex% of urban renew8l, owner8 of real property to 
be 8,cquired for projects are to be offered at least the fair 
market value of their property and that such value 18 to be 
eetablished in accordance with principles of State law. It should 
be noted in this connection that the use of fair market value a8 
a ba8i8 for just compensation for real property acquired for public 
project8 is and always has been deemed a coastitntional require- 
ment both on Pederal and State levels; see Olsen v. United Statea, 
292 U,S, 246 (1934) and Brown B. Forest Wa-n., 213 Pa. 440, 
62 A 1.078 (1906) e -- 

It should be empha&zed that in connection with the urban renewal 
program, BUD and its precedessor, the BIEFA, have often looked to 
Stati Attorney General opinion8 for authoritative interpretation8 
of State law in the absence of judicial precedent. Thi8 WELB I 
trne in the early day8 of the program when basic and novel 
question8 of the program's constitutionality were confronted. It 
WELT also true in 1968-69 when the program faced its first interest 
rate "crisis" on project borrowing8 and State Attorney General 
opinion8 were looked to as authoritative on the novel issue of 
m8ximum pelmissible State interest rates for project borrowings. 
More recently, HUD has looked to State Attorney General opinion8 
on the judicially untested issue of ability to comply under 
State law with certain requirements imposed by the Uniform 
Relocation Assistance and Besll Property Acquisition Policies Act 
(pursuant to Section 210 of the Uniform Act, ability to comply 
is a precondition to Federal funding of BUB488isted projects, 
including urban renewal). Thus, the practice has a coaeiderable 
hiStOJ3. Moreover, the practice ha8 strong support in law, cf. 
Erie v. %mpkin8, 304 U.S. 64 (1938) which rejected the notion 
t6at State law questions are to be decided according to Federal 
standards of reasonableness and/or common sense or according to 
principle8 established by 8011~3 Federal “comon law'. 

4. Prior to Pub acceptance of any proposed urban renewal project in 
Pennsylvania a8 a "flood control project," it ie required that a 
certification to that effect by an appropriate State officer be 
submitted to BUB together with an explanation of the rationale for 
the certification. Each project is approved by HUD 88 a flood 
control project only after receipt of such a certification. The 
comment8 regarding the specific flood-related ChZWSCtWiPrtiC8 Of 
these projects is b88ed upon a review of tho8e certification8 
(copies attached) and information provided by HUB administrative 
st81rr. 
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